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Mr. Chairman and membersof the Subcommittes, | gpprediate thisopportunity to
present my peroective on issues concaning the freight raillroad indudtry rdlative to the
indudtry’ sfinandid performance, current podiure, and futurenesds. My experience spans
over 35 yearsinthefidd of trangportation in generd and raillroad economicsin particular,
induding employment with: railroad cusomers (shippers), theNew Y ork Centrd Railroad,
the US Depatmet of Trangportaion (DOT), severd trangportation consulting
companies, the Interstate Commerce Commisson (ICC), and therailroad indugtry’ smgor
trade association, where for 18 years, | was the Vice Presdent of the Economics &
FHnance Depatment. | aso have taught trangportation economics and other busness
ubjects & severd universties, written abook on nationd trangportation policy, and co-
authored abook onlocd and regiond railroads. Over thepadt four years, | have provided
conaultation to a multitude of railroad, shipper, and other organizations involved in, or
afected by, freight railroads. Asan independent trangportation economist and consultant,
theviewsthat | presant in thistesimony aredrictly my own, based onwhet | bdieveto be
the public intered.

No maiter what my past professond pogtion, | have aways bdieved that a
finenddly vidble, fraght-rallroad indudry isin the public interest. After dl, rallroads are
conduitsthet servethefunction of providing time and place (location) utility to our netion’s
conaumeas. Adequatdy saffed and capitalized rallroads are needed for such animportant
rale, but & the sametime, itisthrough the satisfaction of customer needsthé rallroedshave
the opportunity to become finenddly visble Thus, the achievement of railroed finendiad
adequacy and the satifaction of rall customer nesdsaretwo Sdesof thesamecoin. Andit
iswith this concept in mind, thet | offer this tesimony.

Thecurrent date of efarsin freight rallroading iscontroversd, highly contentious,
and somewheat beyond the comprehension of many people, but it retains the one condant
thet has characterized freight railroads Snce before World War |1—apercaved finenad
need, commonly referenced as a capitd shartfal. Ralroads, in ther presantationsto the
ICC, Surface Trangportation Board (STB), and public policy makers, describethemsdves
as being burdened with “woefully inadequate earnings” evenif individud carriers were
finenddly gable, and no matter what theralroadsearned. Theindustry gained support for
this view from the ICC beginning in 1978, when the fird annud revenue-adequacy
Oetermination was made. This determination has been continued by the STB since 1996.
During more recent years, the raillroads mantra of “woefully inadequete earnings’ has
been replaced by “revenue inadequacy.” In fact, of the four dominant railroads thet
currently contral the overwheming portion of raillroad traffic, only the Norfolk Southern
(NS) has been dedared by the regulatory agency to be revenue adequate in more then a
sngleyear. The Burlington Northern (BN) was deamed to be revenue adequate in 1989
and the Union Padific (UP) in 1995. CSX Trangportation has never been found to be
revenue adequate. However, what CSX’ spresident, aswell asother rallroad executives,



has sated in his company’ s annud report to shareholdersis another matter.

Incredibly, the dleged date of railroad revenue inadequecy prevailed during the
early and mid- 1990s, even when raillroadsenjoyed record earningsand the president of the
indusgtry’ s mgjor trade assodiation -- the Assodiation of American Rallroads (AAR) —
touted the “ Second Golden Age of Railroading.” Magezine artides abounded with such
postive heedlines as“Back on the Right Track,” and “Back at Full Throttle” Congder
the finandid grength at the time of the current four dominant railroads. In 1994, the BN
earned an impressive 16.9% rate of returnon equity (ROE) -- thet is, net profit after fixed
charges and incomes taxes are paid as a percant of the vdue of the owners investment.
Furthermore, the BN hed the finandid cgpecity to outhbid the UP and acquire the Atchison
Topeka & Santa Railroad (ATSF) in 1995 for $4.1 billion. Smilarly, in 1995, the UP
earned a16.7% ROE and completed its purchase of the Southern Pecific Railroad (SP) in
the fallowing yeer for about $4.0 billion. 1n 1997, the CSX and NS railroads redized
ROEsof 12.4% and 12.6%0respectively, and consummeated ther joint purcheseof Corrall
for over $10 hillion in 1999. And ye, with the exception of the NS in 1997, these
railroads were declared by the STB to be revenue inadequate during those years. At the
same time, the four rallroads expended hillions of dallarsinemployee buyouts, digtributed
expected dividends to their shareholders, and paid sizegble bonuses to their executives.

What isespedidly troublesome about the current Sate of dleged railroad revenue
inadequiacy isthat it comeswhen theindustry has been merged into four dominant carriers
basad largely on the theory that such consolidation was necessary to achieve revenue
adequacy. Asshown beow, thenumber of Classl rallroads has shrunk from 109in 1960,
to 36 in 1980 and to seven in 1999 -- with two of these carriers being owned by the
Canadian Nationd and Canadian Padific railroads. Furthermore, the concentration of
power has greetly increased among the four largest railroads, rising from 25% of Class|
ralroad traffic in 1960, to 43% in 1980, and an agonishingly 95%

Number of
Class| Percent of Traffic Carried
Yex Ralroads By Four Largest Railroads
1960 109 25%
1980 36 43
1999 7 95

in1999." Thesefour dominant railroads-- two eachin the East and West -- cortrol more
then the treffic they hande  They dso have Sgnificant contral over treffic on both locd
(short line) and regiond railroads and ather contral or heavily influence: industry-wide
proceduresin regard to operating — induding, interline-- rules, accounting practices, car-
repair billing; technologica reseerch and devdopment; and, policy devdopment and

2



drategy.

What is additiondly astonishing about the four “mega-railroads’ isthet they were
created basad on projections of hugefinanda benefits. For example, the BN’ s purchase
of the ATSF came when the former was dready making record profits, and whenthe BN
projected that the purchase would save the railroad $450 million annudly in operating
expensesand add another $110millionin operatingincome. Smilaly, the UPwaseamning
record profitsin 1996 when it purchased the SP basad on an operating income benefit of
$320 million by the year 2001. And the CSX and NS purchase of Conrall in 1999 came
a atime when those rallroads were earning moderate profits, and when they projected
sgnificant benefits mainly in the form of cost reduction and treffic diverson from motor

cariage.

No meatter what it iscdled -- that is, “woefully inadequate earnings” “revenue
inadequacy,” or even* sub- par financid performance,” whererailroads can demondratea
cgpitd need, they have support, if not an outright propendity, for acogptance of thar
industry-wide, policy podtions. Theanswer to the question of “ How canwe hdp the poor
ralroads?’ may comeintheform of: tax rdief; low-interest loans, outright grants; gpprova
of mergers and acquistions rate increases to rail-dependent customers, changes in
damurrage provisons, and, the warding off of otherwise desrable market competition.
Consequently, with railroads gill being cagt as revenue inadequate by the STB, the
environment exigs for more of the same — that is, for more railroad behavior based on
adleged capitd need; more explanationsfor inadequate service and increased freight rates;
and an even grester concentration of power. Thisisnot to say that in someyears raillroads
don't have a cgpitd need, and it is nat to say that the two railroads in the Eagt are not
currently eerning sub-per profits However, the parmanent sate of dleged railroad finenad
depravity isafrightening progpect for rail-dependent shippersand should beto the public a
large.

Thelatest rationdeof therailroads  dleged revenueinadequecy isthat competition
forced them to pass on ther massve productivity gans to ther customers, proving thet
railroad competitionismorethan adequate. The productivity gains have been atributed to
deregulaion as enacted by the Staggers Rail Adt of 1980, asis seemingly dl good things
thet have hgppened to ralroads Snce that time.  In turn, the combingtion of continued
capital need and competitive markets meens that the ralroads cannot aford any more
competition. After dl, proffer theralroads new competitorswould “ skim the cream” off
the top and leave the incumbents with little more than the lower-margin, more competitive
traffic. Thisis a picture which on the surface gopears to be plaugble, for to refute it
requres an unusudly desp undedanding of ralroad finendd daa ddidicd
methodologies, cause-and-effect rdationships, ral-cusomer sarvice leves and rallroad
behavioringenerd. Inessence, railroad issuesrdaing to nationd trangportation policy are
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often embodied in amass of gaigtica information and economic theory.

My pergpective of the date of the freight railroad indudry is different from thet
being portrayed by the indudry itsdf. As a reflection of my views | present three
obsavations bdow, induding summary satements of support and recommendations,
followed by amore detailed discusson leading to eech of the three obsarvaions

1 Ralroad daa presented in anud reports to shareholders, and
supplementd data to the Securities & Exchange Commisson (SEC), is
oftenin conflict with industry-wide datadigtributed to and by the STB and
epecidly tha agency’s annud delemingion of railroad revenue

adequecy.

0]

0]

Railroad revenue nead is synonymous with capitd atractiveness

Rallroads compete for capitd in open capitd markets agang
companies who provide annud finendd reports to ther
shareholders and supplementd finandd informetion to the SEC.

Potentid investorsrdy upon thefinandad documentsprepared and
provided by the owners of busnessesin congderaion of where
and when to inves thar funds

Consequently, where rallroad capitd dtractiveness is a issue,
annud reportsto shareholders and supplementd detato the SEC
should be used asthe bassfor analyss

At the same time the link between the STB’'s annud
determingtion of ralroad revenue adequacy and cepitd
atrattivenessisa best dusveandindl probability, non-exigernt.

The anud STB revenue-adequecy determingion should be
terminated and rallroad finanda data submitted to the Board
should be condgent with the information presanted to
shareholders and the SEC.

Fndly, ralroad revenue nesd should be thought of interms of: (1)
individud railroads as opposed to an industry-wide average, (2)
& a fluid, and thus tempord dae of bang, and (3) as a
prospective concept.
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Rallroadsare no different than other for-profit compeniesinthat they must pay thar
operating expenses, medt theinteret obligation ontheir funded dett, and havethedality to
atract nesded equiity capitd if they areto provide adequate serviceto ther cusomers. By
earning any leve of net prafit, operating expenses and interest charges are pad because
such profit is cdculated after those payments and income taxes are Subtracted from
revenue. Thus, sripped of itstrgopings, theissuein regard to raillroad finandid vidhility is
that of capitd attractivenessto providers of equity. This atractivenessis enhanced by a
vaiety of factors induding the mogt recent returns to the providers of equity capitd —
measured by the ROE — a drong balance sheet, Sgnificant cash flow rddive to cpitd
expenditures, and sound management polides and procedures. Many of thee
condderaionsarediscussad in theralroad sannud reportsto their shareholdersand other
information provided tothe SEC. Infat, the* Presdent' sMessage” setsthetonefor the
annud report to shareholders But the overal message, andysis of finendd performance,
and even thoughts about thefuture, arenot revedled intheannud reportstothe STB. They
ared not reflected inthe STB' sannud revenue- adequiacy determinaion. Thisdigparity
can lead to contradictory views by the railroad itsdf, and between the railroad and the
STB. Condder an expedidly egregious case involving the UP in 1996.

By any reasonable dandard, 1996 was a greet year for the UP and its parent
company, Union Pedific Corporation (UPC). As daed by the Charmen and Chief
Executive Officer of UPC:

The Union Pacific merger, the spin-off of the Resour ces company and the fulll
integration of the Chicago and North Western acquisition, made 1996 a
banner year that created sgnificant valuefor shareholdersand positioned this
company for the future as a highly competitive, premier transportation
provider. Through all of these strategic achievements, we kept our eye onthe
numbers, reporting record financial results. Our income from continuing
operations was $733 million compared to $619 million in 1995, a gain of 18
percent.?

UPC earned an ROE of 12.4%in 1996, largely sparked by therailroad’ sSROE of
16.6%. To UPC and the UP, these profits were more than adequate. They not only
exceeded the corporate ROE threshold thet triggered executive bonuses and thelong-
term compensation package (sock grants and options), they dso exceeded the
maximumpayout leve to those executives.  Conssquently, asde from Sgnificant
amountsof sock digributions, the average bonusgiven to 138 UPC executivesin 1996
amounted to a record $112,000.3 Furthermore, when in 1997 UPC earnings were
bdow the executive-bonusthreshold, the corporation il avarded $7.1 millionto 154
executives because “ abdance was available in the reserve fund from prior years”™ In
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essence, surplus profitsfrom 1996 were used to further reward executivesin 1997. At
the same time, the STB found the ralroad to be revenue inadequate in 1996.
Rhetoricaly spesking, whowould potentid equity investorsbemost likdy to bdieve?—
the company itsdf or the STB, which based its conduson on asngle, ddigticd and
highly controversd cdculaion? The unfortunate result of the STB's dedaration of
revenue inedequiecy is nat only thet it could be gpplied in regulaory procesdings
invalving maximum rates, but thet the UP could adopt it as support for its pogtions of
public palicy.

Ingenerd, thefinandd hedlth of individud railroadsisfar better then thet projected
by the revenue-adequecy determination. Consder the case of thefour dominant raillroads
in 1999. While they were dl declared to be revenue inadequate, the BNSF earned a
hedthy 13.9% ROE and the UP amoderate 9.5% ROE. While these figures may have
been beow the STB'’ scogt-of-capitd caculation, did they redlly deter @ther railroad from
atracting needed capitd? Whereisthe evidence of such capitd shortfals? With interest
rates around seven percent, the equiity investorsin these two railroads were rewarded for
their risk taking, and bath rallroads spoke of even more promisng returnsin the future--
that is, in their annud reports to shareholders and in thair presentations to Wall Street
security andyds  Furthermore, inhisord presentation to the STB regarding the BNSF s
proposed merger with the Canadian Nationd system, the president of the BNSF boasted
of hisralroad being into its srongest finandd pogtion in higory. Theredity is, thet the
record abounds with examples of ralroad executives cdling atention to thar srong
finendd resuts in the annud reports to sharehalders, while ating thar STB-determined

revenue inadeguecy in matters of public palicy.

Inessence, the STB' sannud determination of railroad revenue adequiecy sarvesno
usEful purpose and can be highly mideading. A ralroad cogt of capital can be estimated
without an anud revenue-adequacy determination. At the same time, potentia eguity
investors can employ the more credible railroad annud reports to shareholders, and if
desired, supplementd finendd reportsto the SEC, to hdp them inther determingtionsas
towherethey fundsshould beinvested. Annud reportsto shareholdersrepresent the*red
world;” the same cannot be sad for the STB determination.

2. Rallroad deregulation as enacted by the Staggers Rall Act of 1980 has
been given far too much aredit for both the ggnificant gans in railroad
productivity and the ensuing condraints on fraght rates thereby
ingppropriatdly inferring thet raillroad market competition is ubiquitous

0 With the exception of liberdized proceduresfor diminating light-
dengty branch lines, thereisno direct link between the Slaggers
Ral Act and increasesin railroad productivity.



0 Asdefromahog of other factors, rallroad productivity ganshave
emanaed largdy from favorable union contracts (supported by
Presdentid Emergency Boards) resuiting in the dimingtion of
many employess

0 Themessuredf freight-revenue-per-ton mileisalimited surrogete
for actud freight rates and itsuse by therailroad industry and the
STB resutsin improper condusons regarding both freight rates
and theimpact of deregulation.

0 Rallroad productivity gainshave been shared directly by shippers
in competitivemarketsand therailroadsthemsdves, but no metter
how the benefits have been didtributed, rail-dependent customers
exis and are dill faced with the lack of carrier choice

0 Theexigence of ral-dependent cusomersisaredity thet should
not beignored by the STB —whose purposeis, infact, to address
the neads of such shippers-- or by nationd trangportation palicy.

0 In addition to providing adequate carier choices for ral-
dependent customers, an gppropriateremedy for their complaints
gopears to be the “Find Offer Arbitration” (FOA) process
avaladeto ralroad cugomersin Canada

0 Professond arbitrators can replace the lengthy and costly STB
maximum -rate procedures and as in Canada, complete the
process within 60 days

Thereisno digputing that Snce the Staggers Act was passad in 1980, therailroad
industry has become nore productive, and has passed on aportion of this productivity to
somedf itscusomersintheform of condrained pricing. But with theexoegption of themore
liberd provisonsto diminate light-dengty branch lines, thereis no evidence thet linksthe
Staggers Act with increased raillroad productivity. Themgjor contribution of deregulation
was to free the rallroads from the unnecessary cost of regulatory proceedings involving
competitive treffic. Money was catainly saved in these indtances, but this regulatory
effidency had nothing to do with reducing the bloated |abor force, diminating duplicate
fadlities, and implementing cost-saving procedures. Those achievements were dueto a
combingtion of factorsind uding: aheightened sense of need onthe part of manegement; the
introduction of new technology, economies of scale and dendity associated with mergers
and acquistions, and espedidly, favorably-negoatiated labor contracts (induding billions of



dollarsworth of buyouts). Infact, as shown beow, the number of employeesworking for
Class| railroads has been in along-term dedline Snceits pesk of 2.1 millionin 1916.

Number of
Year Class | Employees’
(Thousand)
1916 2,148
1929 1,661
1955 1,015
1970 566
1980 458
1999 178

Mis-cadting the Staggers Act as the cause of increasad railroad productivity and
condrained pricing ingppropriately supports a continuation of present market conditions;
and ye, thisis exactly what the rallroad industry and the STB do. They use an industry-
wide, uneudited, inflationadjusted, and deficient surrogate for railroad freight rates-- mare
spedficaly, freight revenue-per-ton-mile— to proffer that raillroad rates have dedlined snce
1980, and then automaticdly tie those dleged decreases to the enactment of the Staggers
Actinthat year. What isnot mentioned isthet therate surrogate had been dedining before
1980, anditsrdaionshipto actud freight ratesisat best, dubious. Furthermore, actud rate
surveys undertaken by the AAR in 1980 provide evidence asto the ingppropriateness of
the surrogate measure.

Therdiance ontheaveragefreight- revenue- per-ton-milemessureisan exampleof
how the manipulaion of large and varied databases canact to confuseissues. Theissue
before the STB should nat be overdl, average rallroad freight rates. In the firgt place,
freight rates should be rdated to individud railroads, individud commodities, individud
markets, leves of cogt, and levels of savice But even more importantly, in regard to
ralroad matters, the STB exids only because there arerail-dependent cusomers. These
cudomers, aswell asthe STB, should not be concerned with averages, surrogates, and
ingppropriate cause-and-affect rdaionships.

The redlity isthat deregulation did little, if anything, to address the needs of rall-
dependent cusomers. These shippers have become increesingly vocd in regard to tharr
captivity and therailroads insengtivity tother nesds. Smilaly, they find virtudly no rdief
in the regulatory process. While the Staggers Rall Act requires fair and expeditious
regulatory decisons, the“farness’ of current Sandardsisat begt, questionable, and there
hasbeen nothing expeditious about regulatory decisons: Some maximum rate procesdings
have taken more than 10 years to resolve, while regulatory proceedings in generd are
extremdy codly, time consuming, and intimideting to shippers. At the sametime, because



of fewer and Imilar operations, ralroads have srengthened their common resolve and have
thefinandd resourcesto employ adday-and-wear-themdown srategy. Thishasadded
to the lengthy and costly regulatory proceedings favoring the staying power of rallroads

An dternative to the ineffective regulatory proceedings administered by the STB,

would bethe concept of Find Offer Arbitration (FOA), Smilar to the practicein Caneda
In anutshdl, FOA is a process employing ether a Sngle arbitretor, or a pand of three
arbitrators, to resolve rate and/or service digputes between railroads and their dependent
cudomers. Unless otherwise agreed to by the parties, decisonsare binding and lagt for a
dated period of time. Benefits of FOA as gpplied in Canada, compared with current
ralroad regulaory practices are asfollows

0

The abitraior's decison is mede within 60 days compared with procesedings
teking years— in some higtoric cases, over 10 years.

Railroad cusomerswould identify ther rail dependency by committing tofileFOA
submissons  They ae unlikdy to be frivolous submissons because of the
accompanying cods  This diminates the need for theoreticd and controversid
determinations of “captivity” and “market dominance.”

FOA offers by both parties are likdly to be moderate in that the arbitrator must
pick one or the other (i.e,, basebal-yle arbitration). An unressonable offer is
likely to bereadily rgected. Thishringsthe digouteinto amore practicd zone of
andyds and encourages a negotiated railroad-customer agreement prior to an
FOA deddon.

Thereareahod of avaladlearbitrators, and thusthe process has more credibility
then dternative regulatory decisons. Unlike membersof the regulatory authority,
arbitrators are not politica gppointess. They are qudified expertswhoserecords
and reputations determine whether or nat they will be sdected for arbitration.

Thecos of arhitrationisshared equaly between theralroadsand tharr cusomers
Whilethecugomers initid experiencein arbitration may besomewhat codlly, itis
far less then that of current regulatory proceedings.  Furthermore, cusomer
expenses dedine as exparience with FOAs is gained.

The FOA process takes rallroad-customer digputes out of the palitica process.
Often, the digputes are resolved by the involved paties after an abitration
goplication is filed but before a decison is made.  In essence, moving from an
FOA-type decis o making process ssemsto be awin-win Stuation for ralroads
and their dependent customers.



3. While prudent railroad cost control isadmirable, public policy canbest be
saved if ralroadsincrease tharr traffic volume, therey hdping to rdieve
highway congestion, having a podtive impeact on the environment, and
providing rlaively low-cogt trangportation sarvice; adequiate competition
should help to dimulae traffic growth and improve overdl profitability.

0]

Themgor economic focusof raillroads has been to maximize profits
through cost reduction.

While intermodd traffic has grown sgnificantly, massve ralroad
cogt cutting has nat heped railroadsto increase their market share,
espeddly vis-a-vie the maotor carrier indudtry.

Traffic growth requiresthe satifaction of shipper needsand inturn,
thisrequiresasangtivity to thosenesds acommitment tofulfill those
neads and innovative and flexible thinking.

Thecultureof thelargefreight ralroadsis onethat isdow to change
and has never been known to have keen market sangtivity.

Adeguate rallroad competition could add to railroad efficiency, but
more importantly, could provide the nesded sengtivity to shipper
needs.

The encouragement of railroad competition is condsent with the
godsof the Saggers Rail Act of 1980.

Public palicy should not automaticaly predude the enactment of
provisonsthat providefor increased access— and thus, competition
— totheralroad infragtructure.

The very same public that provided rallroads with exdusve rights-
of-way and limited competition has the right to adjust the level of
competition when conditions demand it.

Therallroads emphasgson cog cutting over the past 20 yearsiswel documented.

In fact, projected efficencies were the mgor factor supporting the many mergers and
acquistionsduring theseyears. For example, in 1980 therailroads operating expense per
ton-mile was 2.75 cents compared with 1.95 centsin 1999.° Thisdedinewasredizedin
thefaceof virtudly a100 percent rate of inflation during those 19 years. And asprevioudy
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shown, the reductionin ralroad costs was led by draconian cuts in the levd of ralroad
employment. Rationd cogt cutting isadmirableand intheinterest of shareholders, but whet
is dso important -- epecidly to the public a large -- isthat rallroads recapture some of
their lost market share, and here, the Sory is not good.

Theralroads sharedf intercity tonnage has Seedily declined— from 46.7 percent
in 1950, to 28.7 percent in 1980 and 25.1 percent in 1998.” During the late 1980s and
early 1990s there was a levding off of this downward trend, but it again hes darted to
recede. In 1996 the rallroad percent of market share was 25.8 percent, faling to 25.1
percent in 1997 and remaining there in 1998. With the motor carrier indudtry currently
carying about double the tonnege hauled by rallroads, there is a subdtantid traffic base
avaladlefor ralroad peneration -- or in redity, for market recgpturing.  This potentid
traffic baseis expected to expand Sgnificantly in the future, as DOT has projected anud
averageincreasssinthe U.S. domedtic freight market of 3.4 percent annua between now
and theyear 20102 Furthermore, DOT projectionscall for an annual 4.0 percent increase
in U.S. internationd treffic over the next decade. Clearly, there is a 9zegble market for
potentid railroad penetration. But such penetration requires more than continued railroad
cog cutting. It requiresthedhility to meet customer sarvice sandardsa reasonableprices.

It requires competition. It requires compliance with the Staggers Rall Adt, which
recognized the need for competition among railroads.

TheStlaggersRall Act supportsand encouragestheexisenceof rail competitionin
themarketplace. Onedf itspaliciesis, To ensurethe devel opment and continuation of
asoundrail transportation systemwith effective competition among rail carriersand
with other modes, to meet the needs of the public and the national defense. This
policy is supported by two other policy Satements: (1) toreduceregulatory barriersto
entry into and exist fromtheindustry, and (2) . . . to avoid undue concentrations of
market power . . . These palices are condstent with one of the findings of the Staggers
Act, whichisthat: Greater reliance on the marketplaceisessential inorder to achieve
maximum utilization of railroads to save energy and combat inflation.

There are many waysto induce adequate railroad competition in the marketplace.
Ralroads themsdves can gengrate competition through commerad agreaments and
vauntary sharing of infragiructure. Thesdling of branch linestolocd and regiond railroads
—without So-cdled “ paper barriers’ isaform of increased competition. So are expanded
reciproca-switching zones  The STB can induce added competition by disdloning
battlenecks in its decisons on maximum rates. And Congress can mandate adequate
competition through achangeinlegidation thet providesfor increased access somewhat on
the order of the*running rights’ provison availableto shippersin Canada. Inthe case of
running rights, arailroad would have to petition the STB for the use of anather ralroad's
fadlities but with over 400 locd and regiond railroadsin exisience, Such aprovison may
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be ussful. The success of such apalicy isdready wel documented right hereinthe U.S.
and by the rallroads themsdves Both BN and UP have testified thet the gpplication of
4000 milesof trackage rights—which wereimposad by the STB asacondition of the UP-
SPmerge—areworking very wdl for both culstomersand railroads And despitedamsto
the contrary, when railroads oppose palicies that would increase access in this way,
trackagerightshaveresultedin no safety or operaiond problems at least nonereported by
the rallroads at thistime. The point is, that adequate competition is not evil. In fact,
competition is the only route for ensuring long-term finendd viahlity for therall indudtry.
Deregulaion and competition are inseparable. With adequate competition, the partid
deregulation thet now prevails can be completed and full deregulation can beimplemented.
Partid deregulation with ineffective regulaionisnot aformulafor traffic growth. Without
medting shipper needs, the future of a privatdy-owned-and-operated, financidly viable,
fraght ralroad dructurein this country isdubious. Medting cusomer needsisthe number
onepriority of virtudly al for-profit companiesin competitive markets and it must bea the
core of nationd trangportation policy affecting railroads.  Adequate competition iswhet
drives cusomer satisaction, and this basic concept of the free-enterprise system iswhat
adrives the country’ s sandard of living.

In condudon, it ismy bdief that Saying the present course — thet is, preventing
adequate competition while relying on ineffective regulaion — will do little, if anything, to
ease the burden on rall-dependent cusomers, to make railroads more cusomer-driven,
and to grow the traffic. At worse, it will lead to further consolidetion and possibly, to
government subsdization of the fraght-railroad infrastructure.

| thank you for the opportunity to prevent my views, and | would be pleased to
ansver any questions.
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